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L.dttortal Comment 


roe financial reports of listed corporations 
may in the future exclude specifically any allow- 
ance for the Federal tax on undistributed earnings. 
A real difficulty in calculating taxable earnings is im- 
posed by the new Revenue Act. Reports of corpora- 
tions for the quarter, and half year, ending June 30, 
were delayed while efforts were being made to solve 
this problem. 

Net profits in the aggregate were due to be shown 
in the interim reports of listed corporations, under 
the terms of agreements with the New York Stock 
Exchange. These reports were due to be made with 
the same degree of consolidation as in the annual 
reports, and were to show earnings per share after 
depreciation, depletion, income taxes and interest. 
The proportionate amounts of these items were to 
be given in the interim reports as accurately as pos- 
sible, if they had not been finally determined at the 
date of publication. 

Controllers and financial officers have been re- 
quired to forecast results for the year in preparing 
interim statements, in order to approximate that 
most important variable, Federal income taxes. Com- 
pany officials had become fairly proficient at this, 
and allowances for Federal taxes, as they have ap- 
peared in the quarterly statements, have not been 
far out of line as compared with the actual figures 
compiled at the close of the year. The year’s prob- 


able taxable income was estimated, and deductions 
made on that basis, the estimate being revised month 
by month, so that successive quarterly statements 
showed decreasing margins of error. 

Now comes a new variable, the tax on undistrib- 
uted earnings, to bedevil company officials. To reach 
a figure for this item a forecast would have to be 
ventured as to the dividend policy for the year. The 
most natural course for controllers and financial 
officers to follow is to prepare interim reports which 
state specifically that no provision has been made for 
that particular tax. A special dispensation was 
forthcoming from the New York Stock Exchange 
which outlined the procedure to be followed under 
the listing agreements. 

Guesswork is foreign to the natures of controllers 
and financial officers. It is abhorrent to them. There 
is too much at stake to permit hazardous forecasts 
of earnings and possible dividends, for even short 
periods. There have been too many cases in which 
external forces, almost unforeseen and unpredict- 
able, have brought about complete changes in earn- 
ings pictures, to permit the making of forecasts as to 
dividends. 

So look for published financial reports which ex- 
clude this item. If there is any prognosticating to be 
done with respect to dividends, it will be done pri- 
vately, in the inner sanctums of corporate executive 
offices. 
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How Tax on Undistributed Earnings 
Will Appear in Accounts 


Controllers Express Views as to Whether Tax Should Be Included with Reg- 
ular Income Taxes Usually Shown Separately on Published Income State- 
ments, or Separately, or Possibly Handled as Direct Charge to Earned Surplus. 


INCE enactment of the Federal 
S Revenue Act of 1936 controllers 
have been giving considerable study to 
the accounting treatment which should 
be given the tax on undistributed earn- 
ings. Recently Mr. Ropney S. Dur- 
KEE, President of THE CONTROLLERS 
INSTITUTE OF AMERICA, suggested 
that an inquiry be made among mem- 
bers of The Institute as to how they 
plan to handle the accruals for this 
tax. The question as Mr. DURKEE 
framed it appears on this page. It was 
published in the July issue of THE 
CONTROLLER, with a general invita- 
tion to controllers to discuss their 
views. 

The letters received in the brief in- 
terval since the question was pro- 
pounded show that controllers have 
given the question deep thought. They 
are published here, and should serve 
to acquaint corporate accounting offi- 
cers generally with the manner in 
which this item will be handled and 
how it will appear in the published 
income statements of corporations. 

Such studies as this, it is believed 
which bring out a wide expression of 
opinion, are of distinct value at a time 
when plans are being made as to the 
procedure to be followed. 

—THE EpITor. 


The question raised as to the ac- 
counting treatment to be accorded ac- 
cruals for the new Federal tax on un- 
distributed corporate earnings, which 
was presented in the July issue of 
THE CONTROLLER, with a request for 
an expression of opinion on the part of 
controllers, brought many letters on 
this subject. 

There seems to be a preponderance 
of opinion, among the replies received, 
that there is no practical reason for 
charging such taxes direct to surplus; 


but there are some controllers who 
hold the view that they should be de- 
ducted from the addition to earned 
surplus. On the other hand quite a 
number of controllers believe the 
proper accounting is to charge it direct 
to Earned Surplus at the time the tax 
is paid. 

Most of the controllers who have 
expressed opinions are in favor of 
showing this tax in one way or an- 
other, as an item apart from the regu- 
lar income tax. 

“It should be treated separately from 
regular income taxes. It should not 
be charged direct to surplus,” is the 
way one commentator puts it suc- 
cinctly. 

Controllers are making careful anal- 
yses of this problem, in an effort to 
discover whether it really is a tax, an 
expense, or something else. 


INTERESTING SIDELIGHTS 
Some of the interesting sidelights 
brought out in the discussion of this 
problem are: 


Source of undistributed earnings must be 
taken into consideration. 

Tax is definitely a reduction of earnings. 

Tax is a financial expense, paid for privi- 
lege of retaining and using portion of 
corporation’s earnings. 

Tax is a penalty, an allowable deduction 
for Federal tax purposes. 

There might be a surtax even though 
dividends exceeded net profit before 
dividends and surtax. 

Does company publish an analysis of sur- 
plus? If not, tax should be deducted 
from net income. 

Regulatory bodies, defining classifications 
for public utilities, may rule as to ac- 
counting for accruals of this tax. 

Stockholders should be informed as to 
tax (or penalty) deliberately incurred 
by management. 

Companies may be unable to determine 
profits at time opportunity to distrib- 
ute them expires. 

Figure showing net earnings before de- 
duction of surtax for purpose of com- 
parison with earlier years is essential. 





THE QUESTION: 


| A matter of interest to all control- 

lers is the uniform treatment of ac- 

cruals for the new tax on undistrib- 

uted corporate earnings. Should such 
| taxes be included with the regular 
| income taxes usually shown sepa- 
| rately on published income state- 
ments, or should they be shown sepa- 
rately on the income statement, or 
possibly handled as a direct charge 
to Earned Surplus? 











Mr. D. H. Schultz, of Leeds & 
Northrup Company, makes the com- 
ment that the tax represents another 
distribution of profits to the Federal 
government. 

The source of the undistributed 
earnings is being scanned carefully, and 
different treatment is recommended for 
such profits arising from different 
sources. For instance, Mr. E. Stew- 
art Freeman, of Dennison Manufac- 
turing Company, makes the point that 
if any large portion of the undistrib- 
uted profits is due not to the book 
addition to surplus, but to differences 
between book income and taxable in- 
come (e.g., unallowed depreciation) 
it would be logical to charge such por- 
tion of the tax against earnings. 


DEFINITELY REDUCTION OF EARN- 
INGS 

Mr. E. V. Batteurs, comptroller of 
Industrial Rayon Corporation, makes 
the point that the tax is definitely a 
reduction of eaernings, and must be 
construed as a financial expense. He 
believes it should be shown as a sepa- 
rate expense item under the operating 
statement caption of ‘Other Expense,” 
used as referring to expenses deduct- 
ible from gross profit other than sell- 
ing, delivery, and administrative ex- 
pense. 
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Mr. D. R. Anderson, of the Kendall 
Company, Walpole, Massachusetts, 
points out that it is entirely possible 
in some cases that there might be a 
surtax even though dividends exceeded 
the net profit before dividends and 
surtax, owing to the differences be- 
tween book income and taxable in- 
come, arising from disallowances of 
depreciation or other expenses by the 
government, non-taxable income, and 
the like. It is an interesting and val- 
uable comment. Mr. Anderson says 
he is inclined to believe that the most 
practical procedure is to consider the 
surtax as a deduction from earnings 
before dividends, either including it 
with the normal tax or showing it as a 
separate item. 

Mr. Batteurs, referred to above, says 
on this point: “If it can be argued 
logically that the Federal normal tax, 
plus the Federal tax on undistributed 
earnings, should be deducted in a 
lump sum from earnings before Fed- 
eral taxes, then I would insist that 
there be included in this sum the Fed- 
eral excise tax on payrolls and other 
social security taxes. Your recent poll 
on this subject shows conclusively 
that members of The Controllers In- 
stitute do not favor any such pro- 
posal.” 


TAX IN REALITY A PENALTY 


Mr. C. Ellis Spencer, comptroller of 
Crompton & Knowles Loom Works, 
of Worcester, makes the point that 
the tax is in reality a penalty, and is 
an allowable deduction for Federal tax 
purposes. For that reason he believes 
the tax should be treated separately 
from regular income taxes which are 
not deductible. For the same reason 
he believes it should not be charged 
direct to surplus. 

The question whether a company 
publishes an analysis of surplus in its 
annual report is injected into the prob- 
lem by another commentator. He says: 
“If a company does not publish an 
analysis of surplus in the annual re- 
port, in my opinion the undistributed 
corporate earnings tax should be de- 
ducted from the net income and the 
entry should clearly set forth that it 
has been handled as a direct charge to 
surplus. If a company usually fur- 
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nishes an analysis of surplus statement 
in its annual report, in my opinion 
there is no necessity of showing any 
item on the income statement. The 
surplus analysis, however, should show 
the amount of net income before un- 
distributed corporate earnings tax and 
the amount of the undistributed cor- 
porate earnings tax with the net 
transferred to surplus extended.” 


REGULATORY Bopies May RULE 

Just how regulatory bodies which 
prescribe the classifications of accounts 
of public utility companies will rule 
on this problem is not known at this 
writing. A commentator who ts con- 
troller of a company in that field de- 
scribes the new tax as a premium paid 
by a corporation for the privilege of 
using its funds, derived from earnings, 
for corporate purposes other than for 
dividend disbursement. On that basis 
he points out the tax is a financial 
cost and should be separately classi- 
fied as an income deduction, as are in- 
terest charges and the like. Monthly 
accrual of the tax would then be neces- 
sary, on an estimated basis, subject to 
periodic adjustment; but if the tax 
is to be handled as a direct charge to 
earned surplus the accrual would be 
made annually at the end of the fiscal 
year. This is a clear statement of the 
case, and an interesting comment. 

That stockholders should be in- 
formed that a penalty was deliberately 
incurred if “some guessed at portion 
of current earnings” is held back from 
dividends, is the belief of another com- 
mentator, who suggests that a sepa- 
rate item be shown in the published 
income statement. 

The fact that a corporation may be 
unable to determine profits at the time 
the opportunity to distribute them fully 
as dividends expires, is pointed out by 
the same commentator. In that case 
he suggests again that it be shown as 
a separate item in the published in- 
come statement, with a note explain- 
ing the circumstances. 

Another commentator says that the 
question is difficult to answer at this 
time because it is hardly possible that 
any corporation has definitely decided 
at this time whether or not it is going 
to pay all of the earnings in cash divi- 
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dends. This observer adds that he 
does not believe this tax is a charge 
against earned surplus, but rather a- 
charge against income for the current 
period. 


ARRIVES AT PERCENTAGE OVER ALL 

Using the 1935 figures, with allow- 
ances for a slightly more liberal dis- 
tribution of profits, another controller 
arrives at a percentage over all, which 
covers the income, excess profit, and 
undistributed earnings taxes. He then 
sets up a figure at the end of each 
month as a percentage of the profits 
as an accrual in one account. 

The importance of having a figure 
for purposes of comparison with other 
years is brought to light by a control- 
ler of a steel corporation. The figure 
showing the earnings before deducting 
surtax is to be given, after which there 
will be an item for deduction of sur- 
tax. 

Deducting the surtax on the basis 
of an estimate of the dividends to be 
paid in the latter part of the year 
would get a corporation into difficul- 
ties with its stockholders if it were 
found necessary to change the plans 
with respect to a dividend, another 
controller points out. An item which 
may be substantially changed later in 
the year is of little use to any stock- 
holder, except that it might inform 
him as to the tax incurred up to that 
time. 


Comments by Controllers 
These letters bring out many inter- 
esting points of view: 


By D. H. SCHULTZ 
Leeds & Northrup Company 

“The Surtax on undistributed corporate 
earnings is new and actual experience with 
its ramifications may cause us to modify our 
ideas about how to account for it, but at 
present we propose to show it on future 
statements as an additional income tax and 
combine it with the normal corporate in- 
come tax. 

“While we will not attempt to accrue this 
tax currently, we have made calculations to 
determine which surtax brackets are likely 
to be applicable. From this computation an 
over-all Federal tax rate has been estimated 
—to be used in forecasting and budgetting. 

“Although controllable to some extent, 
this tax nevertheless represents another dis- 
tribution of profits to the Federal Govern- 
ment. From many viewpoints there would 
seem to be an advantage in showing the 
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combined tax bill, based upon income, as a 
single item on earnings statements. This 
would appear to be more important than 
emphasizing the magnitude of the surtax 
due to a conservative or liberal dividend 
policy. 

“At the end of the year we propose to 
set up a single income tax reserve account 
from which state income and Federal income 
and surtaxes may be paid.” 


By E. STEwART FREEMAN 
Dennison Manufacturing Company 

“Inasmuch as this tax is conditioned not 
by the amount of profits earned but by the 
amount undistributed it should ordinarily 
be treated not as a deduction from earnings 
but as a payment in lieu of a larger amount 
of dividends. In other words it should be 
deducted from the addition to earned 
surplus. 

“If however any large portion of the un- 
distributed profits tax is due not to the book 
addition to surplus, but to differences be- 
tween book income and taxable income 
(e.g., unallowed depreciation) it would be 
logical to charge such portion of the tax 
against earnings. 

“If a company has been in the habit of 
reporting its earnings before income taxes 
and showing the income tax separately as a 
distribution of earnings there would of 
course be less reason for separating the un- 
distributed earnings tax than there would 
be if the company has been reporting only 
its earnings after the tax.” 

By E. V. BATTEURS 
Industrial Rayon Corporation 


“It is my feeling that this tax should be 
shown as a separate expense item under the 
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operating statement caption of ‘Other Ex- 
pense.’ It should be understood that ‘Other 
Expense’ as used herein refers to expenses 
deductible from gross profit other than sell- 
ing, delivery and administrative expense. 

“A corporation which retains a portion of 
its earnings in its capital structure subse- 
quent to the enactment of the 1936 Revenue 
Act will do so only because the board of 
such corporation will feel that such funds 
may be required for working capital. It 
seems to me, therefore, that any tax which 
may be assessed on the retention of earn- 
ings must therefore be construed as a finan- 
cial expense. 

“I feel very strongly opposed to the sug- 
gestion that the tax under consideration be 
considered as a charge to surplus because, 
regardless of the method of determination 
of the tax, it is definitely a reduction of 
earnings. 

“If it can be argued logically that the 
Federal normal tax, plus the Federal tax on 
undistributed earnings should be deducted 
in a lump sum from earnings before fed- 
eral taxes, then I would insist that there be 
included in this sum the Federal excise tax 
on payrolls and other social security taxes. 
Your recent poll on this subject shows con- 
clusively that members of the Controllers 
Institute do not favor any such proposal.” 


By R. E. BRENNAN 
Portland Electric Power Company 

“Unquestionably there will be consider- 
able difference of opinion expressed as to 
the manner in which this particular tax 
should be distributed in the general ac- 
counts of corporations. 

“Public utility companies subject to the 


accounting control of regulatory bodies will 
essentially be governed in this instance by 
such classification as those bodies may di- 
rect. 

“In general it would appear that the sub- 
ject tax could be regarded properly as a pre- 
mium paid by a corporation for the privilege 
of using its funds, derived from earnings, 
for corporate purposes other than for divi- 
dend disbursement. On the basis of that 
reasoning the tax is in the category of 
financial costs and should be separately clas- 
sified as an income deduction, as are interest 
charges, refunds of taxes on bonds and on 
bond interest, amortization of bond discount 
and expense, and the like. 

“The above suggested classification, for 
comparative purposes, would in most in- 
stances necessitate the monthly accrual of 
the tax, which accrual would be made on an 
estimated basis, subject to periodic adjust- 
ment to compensate changes made in the 
corporation’s financial budget. In the event 
that this tax handled as a direct charge to 
Earned Surplus, obviously, the accrual 
thereof would be made annually at the end 
of each fiscal year.” 


By F. J. FRLL, Jr. 
The Pennsylvania Railroad 


“As this tax is in the nature of an income 
tax we think it would be proper for each 
corporation to treat it in the same manner 
as it has handled the normal income tax in 
the past. 

“However, as the tax will be of much 
greater importance in the case of some com- 
panies than in others, I believe it should be 
left to the discretion of the company as to 
whether or not it desires to specifically ear- 
mark this tax in its published statements.” 


Brief Excerpts from Comments by Controllers 


—Preferable to show tax separately on 
income statement. Do not think such 
taxes should be included with regu- 
lar income tax accrual. 

—No practical reason for charging such 
taxes direct to surplus. 

—Propose to show it as an additional in- 
come tax and combine it with nor- 
mal corporate income tax. 

—Should be shown separately at bottom 
of income statement, ‘Federal surtax 
on Undistributed Profits.” 

—Taxes should be fully accrued on all 
quarterly income statements. 

--Should be deducted from the addition 
to earned surplus. 

—Strongly opposed to suggestion that the 
tax be considered as a charge to sur- 
plus. 

—lIt is our preference to treat the tax on 
undistributed corporate earnings as 
tax expense. 

—This tax, when estimated, should be 
consolidated with the regular income 
taxes and shown as one deduction 
from income and as a consolidated 
liability in the balance sheet. 

—The very nature of this tax makes it 
impossible to accrue it. Proper ac- 


counting is to charge it direct to 
earned surplus at the time the tax 
is paid. 

—It is our belief that this is not a charge 
to earned surplus, but is an expense 
item for the year in which accrued. 

—In my opinion these taxes should be a 
direct charge to earned surplus. 

—Should be separately classified as an 
income deduction, as are interest 
charges, refunds of taxes on bonds 
and on bond interest, amortization 
of bond discount and expense, and 
the like. 

—Consider the surtax as a deduction from 
earnings before dividends, either in- 
cluding it with the normal tax or 
showing it as a separate item. 

—Should be a separate item on the pub- 
lished income statement and quali- 
fied as tax incurred due to inability 
to determine earnings for the year 
prior to closing of the books. 

—Do not believe this tax is a charge 
against earned surplus, but rather a 
charge against income for the cur- 
rent period involved. 

—Should be charged to the income ac- 
count and not handled as a direct 
charge to earned surplus. 


—It would be quite difficult to show this 
as a separate accrual. 

—We are not including surtax as part 
of the usual deduction for Federal 
income taxes. 

—We expect to include the surtax with 
the income tax in our income state- 
ments and by footnote, where neces- 
sary, to make special reference to 
the surtax. 

—It is our practice to include all taxes 
under one heading in our published 
report. 

—It is my plan to subdivide on our in- 
come statement all Federal and state 
taxes which have as their base in- 
come or earnings. 

—It is my opinion that this is a part of 
the regular income tax and should 
be included with the regular income 
tax in the income account, but only 
at the end of the fiscal year. I would 
not make any accrual for this tax on 
any statements prepared for any 
month during the course of the fiscal 
year. 

—It should be treated separately from 
regular income taxes. It should not 
be charged direct to surplus. 
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By F. M. FISHER 
The Lehigh Coal and Navigation Company 

“The very nature of this tax in my opin- 
ion makes it impossible to accrue it since 
the amount can be determined only after 
final action with regard to dividends has 
been taken by the Board of Directors. Of 
course any public statement should bear a 
notation that no provision for this tax has 
been made. 

“Since the tax is a payment to the Gov- 
ernment of profits which have not been 
distributed to the stockholders, it seems to 
me that the proper accounting is to charge 
it direct to Earned Surplus at the time the 
tax is paid.” 


By C. S. HART 
The Mennen Company 
“The Mennen Company is not subject to 
the new tax on undistributed corporate 
earnings for 1936 fiscal year ending Novem- 
ber 30. However, if the tax continues 
through 1937 we shall undoubtedly charge 
it to a general tax account and explain by 
means of a schedule attached to our income 
statement. 
“It is our belief this is not a charge to 
earned surplus but is an expense item for 
the year in which accrued.” 


By CLraup A. THORNBURG 
Abbott Laboratories 
“It is my opinion that the new tax on un- 
distributed corporate earnings should be 
shown separately during the current year on 
published interim income statements.” 


By D. R. ANDERSON 
The Kendall Company 

“The question raised concerning the 
treatment in financial statements of accruals 
for the Federal surtax on undistributed earn- 
ings is one which we have not definitely 
answered to our own satisfaction and on 
which we intend to seek the advice of our 
accountants and possibly our attorneys. The 
thoughts set forth in this letter therefore 
are the writer’s personal opinions only and 
are purely tentative. 

“Since the amount of the surtax depends 
on the proportion of earnings paid out in 
dividends it would appear logical in setting 
up the financial statements to show the tax 
as paid out of the balance of earnings re- 
maining after dividends. The form of the 
statement would then be somewhat as fol- 
lows: 

Net profit before Federal income 

ME. oo 6 owe eee ep ew bes Ss es XXX 

Normal Federal income tax....... XXX 


Net profit before dividends and 


Federal sustawi co. 55 oc oe ke XXX 
PIES Ihe ie ie oe ee ae XXX 
Balance net profit after dividends XXX 
Federal surtax on undistributed 
CRENRGS ooo oo cede nro te XXX 


Balance to surplus............ XXX 
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“One advantage that might be claimed 
for this form of statement is that it shows 
clearly the net profit available for divi- 
dends, assuming that there are no restric- 
tions on paying dividends out of such 
profits In many cases, however, such restric- 
tions do exist and if they affect significantly 
the profits available for distribution the 
statement in this form might tend to be mis- 
leading rather than illuminating. Also it 
might be argued that even where restric- 
tions do not exist and the surtax might be 
entirely eliminated by a one hundred per 
cent. distribution of earnings, nevertheless 
when a dividend policy is once determined 
and the accounts are closed for the year the 
earnings actually available to stockholders 
are reduced by the amount of the surtax. 

“There is also the problem in many com- 
panies of differences between book income 
and taxable income arising from disallow- 
ances of depreciation or other expenses by 
the Government, non-taxable income, and 
the like. Where these differences are sub- 
stantial the attempt to show the surtax as a 
deduction from profit remaining after divi- 
dends might be very confusing to the stock- 
holder reading the statement; it is entirely 
possible for example that there might be a 
surtax even though dividends exceeded the 
net profit before dividends and surtax. 

“After giving weight to the above consid- 
erations the writer is inclined to believe that 
the most practical procedure is to consider 
the surtax as a deduction from earnings be- 
fore dividends, either including it with the 
normal tax or showing it as a separate item. 

“You are probably aware that the New 
York Stock Exchange has sent to all com- 
panies having listed securities a circular let- 
ter authorizing the omission of provision for 
the surtax in interim statements of earnings, 
requesting that such interim reports state 
that no provision for the surtax has been 
made. This permission has presumably been 
granted because of the difficulty of estimat- 
ing the surtax on the basis of a part year’s 
earnings and with incomplete knowledge of 
the dividend policy to be followed during 
the remainder of the year.” 


By J. J. ANZALONE 
The Chesapeake Corporation 

“It is my opinion that the surtax on un- 
distributed profits levied under the Revenue 
Act of 1936 should be charged to the in- 
come account and not handled as a direct 
charge to earned surplus. In order that full 
information be given I believe that under 
the caption in the income account ‘Federal 
Income Taxes’ two subdivisions should be 
shown, one ‘Normal Tax’ and the other 
‘Surtax on Undistributed Profits.’ It may 
further be advisable co show by foot note 
the reason why the surtax was incurred. 

“The surtax on undistributed profits 
levied under the Revenue Act of 1936 is 
included in a section under ‘Title 1—In- 
come Tax’ and therefore it seems to follow 
that being a surtax on earnings for the year 
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(although on undistributed profits) such tax 
properly falls in the classification of ‘Federal 


Income Taxes.’ 


By W. C. TURNER 
The Curtis Publishing Company 
“As you will notice by our enclosed An- 
nual Report, it is our practice to include all 
taxes under one heading in our published 
report.” 


By ELMER L. MACK 
Weston Dodson & Co. Inc. 

“In the matter of accounting treatment for 
the new tax on undistributed corporate 
earnings, perhaps I belong to the horse- 
and-buggy generation, but it is my present 
plan to sub-divide on our income statement 
all Federal and Pennsylvania taxes which 
have as their base Income or Earnings under 
two headings: 


1. Federal Income, Excess Profits, and 
Surtax on Undistributed Profits. 


2. Pennsylvania Income Tax. 


“The details are of course available, but 
the recurring question would be at all 
times, ‘What is the effect of the Federal 
taxes (and in our case Pennsylvania income 
taxes) on the shareholder’s dollar?’, and 
this can best be grasped if these tax items 
are stated very simply in one place on the 
statement. 

“Corporations are not going to incur the 
surtax penalty if it can be avoided; but, if 
the needs of the business are such that this 
penalty tax can not be avoided, that situa- 
tion provides an excellent opportunity for 
explanation and comment in the President’s 
remarks, and with more pointed effect than 
the income statement, showing mere figures, 
could possibly reveal. 

“We have not incurred any excess profits 
taxes thus far, which may be due to good 
guessing in declaring capital stock values, 
or attributable to poor business results, ac- 
cording to one’s viewpoint, so that the 
above-mentioned item No. 1 caption may be 
modified by omitting my references to Ex- 
cess Profits Taxes, according to the circum- 
stances and results.” 


By C. ELiis SPENCER 

Crompton & Knowles Loom Works 

“The new tax on undistributed earnings 
is in reality a ‘penalty’ and is an allowable 
deduction for federal tax purposes. For that 
reason it should be treated separately from 
regular income taxes which are not de- 
ductible. 

“For the same reason it should not be 
charged direct to Surplus. 

‘Inasmuch as the management is respon- 
sible for the dividend policy the tax should 
be classified under the heading of ‘admin- 
istrative expenses.’ 

“It might be well to show the tax sepa- 
rately on the income statement, if for no 
other purpose than to call attention to its 
nature.” 








180 


The writers of the letters that follow 
requested that their names be withheld 
from publication: 


PART OF REGULAR INCOME TAX 

“With regard to the treatment of the new 
tax on undistributed corporate earnings on 
published income accounts, it is my opinion 
that this is a part of the regular income tax 
and should be included with the regular in- 
come tax in the Income Account but only at 
the end of the fiscal year. 

“I would not make any accrual for this 
tax on any statements prepared for any 
month ending during the course of the fiscal 
year because an act by the directors in de- 
claring and paying a dividend up to the last 
day of the fiscal year could avoid any tax 
whatsoever on the undistributed corporate 
earnings. 

“It is advisable, however, to place on any 
interim reports a statement saying definitely 
that no deduction is made for any accrual 
whatsoever for this tax. This suggestion is 
in conformity with letter dated July 15, 
1936, issue by Committee on Stock List of 
New York Stock Exchange. In my opinion 
this suggestion is important, as otherwise, 
should an accrual be set up for this tax in 
the interim it would be giving stockholders 
and the public advance information with 
regard to dividend policy of the company 
which in turn might have an adverse affect 
on the market price of the stock.” 


QUESTION ACADEMIC AT THIS TIME 

“The question propounded as to the 
above strikes me as rather academic at this 
time. As a matter of policy to be deter- 
mined by each corporate taxpayer as to 
whether ‘There ain’t goin’ to be any core,’ 
or if any, how closely the apple will be 
eaten, would seem to be somewhat in the 
offing. 

“If our executives are going to hold back 
from dividends, as a matter of policy, some 
guessed at portion of current earnings, I 
think the responsibility exists of showing 
the penalty in tax to the shareholders as a 
separate item on the published income 
statement, indicating that it was deliberately 
incurred. 

“If a tax results due to inability to deter- 
mine profits at the time the final opportunity 
to fully distribute them as dividends has 
passed, I think the item of tax should be a 
separate item on the published income state- 
ment and qualified as tax incurred due to 
inability to determine earnings for the year 
prior to closing of the books.” 


BELIEVES Not CHARGE AGAINST EARNED 
SURPLUS 

“The question referred to is one which 
will be brought up at a meeting of the 
American Petroleum Institute Committee on 
Uniform Methods of Oil Accounting at 
Chicago in November. I do not believe any 
one is in a position just at this time to give 
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a definite opinion as to whether these taxes 
should be shown separately or shown as 
one item under Federal Income Tax. Per- 
sonally I do not believe that this tax on 
undistributed income is a charge against 
earned surplus, but rather a charge against 
income for the current period involved. 

“What makes it a rather delicate problem 
to decide at this time is because it is hardly 
possible that any corporation has definitely 
decided at this time whether or not it is 
going to pay all of the income in cash divi- 
dends or whether it is going to pay a pen- 
alty by this tax through undistributed in- 
come for the retaining of its excess income 
over its regular cash dividends in its busi- 
ness, 

"My opinion is that the Institute had bet- 
ter wait until the end of the year before 
pressing this question too hard on the mem- 
bers for definite replies thereto.” 


DirFicutt To SHow as SEPARATE 
ACCRUAL 

“It would seem to me that the tax on 
undistributed corporate earnings is so 
closely tied in with the income tax and ex- 
cess profit tax that it would be quite diff- 
cult to show this as a separate accruai. 

“It is a fairly easy task to set up an ac- 
crual on income tax but, as the tax on undis- 
tributed corporate earnings depends upon 
the action of the Board of Directors, which 
action I think for 1936 will be taken the 
latter part of the year when all the known 
facts are exposed, setting up the undis- 
tributed profit tax is going to be an un- 
known factor. 

“In my own case, we have figured our 
1935 results on the 1936 basis making al- 
lowances for perhaps a slightly more liberal 
distribution of profits and ascertained a per- 
centage over all covering the income, ex- 
cess profit, and undistributed profit. We are 
setting up a figure at the end of each month 
as a percentage of the profits as an accrual 
in one account. I do not believe there is 
anything to be gained by setting up taxes 
according to their individual parts. 

“It has always been our method to secure 
a net profit on the income statement and 
make a deduction for Federal income taxes 
to arrive at a net profit after taxes which 
would be carried to a Surplus Account. In 
other words, we try to make our Surplus 
Account as clean as possible.” 


“NET INCOME BEFORE DEDUCTING 
SURTAX”’ 

“Our semi-annual income report which 
will be published on August 6 will be in its 
usual form down to a certain point, after 
which we are deducting the surtax on un- 
distributed profits. 

“The last item appearing on our Income 
Statement heretofore read ‘Net Income Car- 
ried to Earned Surplus.’ This item has been 
changed to read ‘Net Income before De- 
ducting Surtax,’ following which there will 
appear a deduction reading ‘Reserve for full 


surtax on undistributed profits as of June 
30, 1936.’ he 

“You will note from the above that we 
are not including surtax as part of the usual 
deduction for Federal Income taxes. We are 
showing the items separately rather than to 
combine them. This method enables us to 
publish our earnings before deducting sur- 
tax which is a figure comparable with pre- 
vious periods, as well as publish earnings 
after surtax which is a new item injected 
into the picture. If no deduction is made 
for surtax, it requires explanatory footnotes 
which we consider undesirable. 

“If surtax is deducted on the basis of an 
estimate of the dividends to be paid in the 
latter part of the year, it has the effect of 
telling the stockholders what we expect to 
do, which we feel is a poor practice for the 
company to adopt. Deducting a reserve for 
surtax on undistributed income as of a cer- 
tain date merely informs the stockholders 
what tax has been incurred up to that time 
and any stockholder with ordinary intelli- 
gence should know that if dividends are in- 
creased in the latter part of the year this 
item may be substantially changed.” 


SPECIAL REFERENCE BY FOOTNOTE 

“We expect to include the surtax with 
the income tax in our income statements and 
by footnote, where necessary, to make spe- 
cial reference to the surtax. 

“One difficulty, it seems to me, in at- 
tempting to report the surtax separately is 
that the accrual covering it cannot be very 
accurately based inasmuch as the directors 
before the end of the year may decide to de- 
clare a larger amount of dividends than was 
previously contemplated. The decision might 
be made to declare all the available yearly 
earnings in dividends, in which case there 
would be no surtax.” 


SHOULD BE CONSOLIDATED 

“It seems to me that this tax, when esti- 
mated, should be consolidated with the reg- 
ular income taxes and shown as one deduc- 
tion from income and as a consolidated 
liability in the Balance Sheet. 

“The entire amount of Federal tax, 
whether normal or assessed on undistributed 
earnings, is a diversion of profits to the 
Government and I see no reason, excepting 
possibly for statistical purposes, why it 
should be shown separately either in the 
Income Statement or the Balance Sheet. 

“Many companies, in fact, will have diffi- 
culty in estimating the tax on undistributed 
earnings until the end of the year and it is 
evident from published reports for the first 
six months that no liability is being estab- 
lished for this tax in interim reports. The 
accounting treatment, in any event, will be 
the same for our company, both for regular 
income taxes and those assessed upon undis- 
tributed earnings.” 


TREAT AS TAX EXPENSE 
It is our preference to treat the tax on 














Undistributed Corporate Earnings as Tax 
Expense. 

“We expect however to handle the ac- 
crual of this tax in our internal reports dur- 
ing the yéar, and the actual tax on the an- 
nual statement to stockholders, in such a 
way as to disclose the total income before 
deduction of the surtax. 

“It may be that further consideration may 
indicate a different method of handling, but 
at present it is not our intention to treat 
this item as a direct charge to surplus.” 


SHOULD BE FULLY ACCRUED ON 
QUARTERLY STATEMENTS 

“Il would think that the new tax on un- 
distributed corporate earnings should be 
included with the regular income taxes on 
published income statements on the same 
theory as the normal income tax is included, 
that is to say, it is a charge against income 
available for dividends, although, of course, 
not entirely so if large dividends are de- 
clared later in the year. 

“However, the practice of most concerns 
is to pay dividends quarterly and while a 
large dividend in the last quarter might re- 
sult in an income tax credit, the taxes 
should be fully accrued on all quarterly in- 
come statements in my opinion.” 


Not Direct CHARGE TO EARNED SURPLUS 

“In my opinion it would be preferable to 
show the tax separately on the income state- 
ment. I do not think that such taxes should 
be included with the regular income accrual. 
The provision however should be drawn in 
conjunction with the income tax accrual, and 
carried in the other income charge section 
of the report rather than being considered 
as a direct charge to earned surplus.” 


SHOW SEPARATELY FOR SALUTARY EFFECT 

“I can see no practical reason for charg- 
ing such taxes direct to surplus. The- 
oretically, of course, a good case can be 
made out for such treatment. I believe it 
would be advisable to show the item sepa- 
rately on income statements if for no other 
reason than the salutary effect it should 
have on the stockholders to bring home to 
them the fact that the New Deal has to be 
paid for.” 


SHOW SEPARATELY ON INCOME STATEMENT 

“It is my opinion that the new tax on 
undistributed corporate earnings should be 
shown separately at the bottom of the in- 
come statement somewhat as follows: 


Less: Federal Income and Excess Profits 
Taxes. 

Federal Surtax on Undistributed 
Profits. 


“I do not believe it would be practical to 
show the surtax deduction on anything but 
the annual income statements, since it is 
usually not possible to determine at the time 
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of quarterly or interim statements how much 
profits will not be distributed in dividends.” 


TREAT UNDER BROAD HEADING 

"I express the view that the surtax on un- 
distributéd profits accrued within the tax- 
able year to which the tax relates, should 
be treated in the current year’s income ac- 
count under the broad heading of Provision 
for Income Taxes,’ as a tax upon the net 
income of the corporation or corporations 
covered by the income statement.” 


INCLUDE WITH TOTAL OF TAXES PAID 


“In my opinion the amount of tax on un- 
distributed corporate earnings should be 
included with the total of taxes paid by a 
corporation on its published income state- 
ments. The descriptive title of taxes paid 
should include the names of the various 
types of taxes, as capital stock, personal 
property, sales, and the like. Of course in 
this caption of taxes paid I should include 
Federal income tax, which, incidentally, is 
the policy of this company, because I can 
see no reason why it differs from any other 
tax, and therefore why it should be segre- 
gated. 

“I can see no reason for charging earned 
surplus with the tax on undistributed cor- 
porate earnings. Within my _ observation 
corporations in recent years have been get- 
ting away from surplus adjustments except 
those occasioned by earnings, dividends 
paid, and others which clearly belong in the 
earned surplus account. That, in my opin- 
ion, is a healthy trend and one which 
should not be obstructed by charging the 
tax on undistributed profits to surplus.” 


CARRY ONLY NET PROFIT TO SURPLUS 
ACCOUNT 

“In my opinion the new .tax on undis- 
tributed corporate earnings should be in- 
cluded with the regular income tax, shown 
separately on published income statement, 
inasmuch as this amount is not available for 
dividends, and therefore only the net profit, 
after deduction for all income taxes, should 
be carried to the surplus account.” 


Favors DirEcT CHARGE TO EARNED 
SURPLUS 

“Regarding accrual throughout the year 
for this tax, at best it can only be an esti- 
mate. 

“Regarding the treatment on statements, 
we have not yet decided how we will do it. 
We have had one or two conferences with 
our accountants and I personally favor 
treating it as a direct charge to earned 
surplus, being careful, however, to show it 
very plainly on published reports. The 
trend, however, nowadays is that no surplus 
entries should be made, that all such entries 
that in the past have been charged to surplus 
should be absorbed by the operating year. I 
am therefore unable to state definitely how 
this will be handled by us at the present 
time.” 
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PLANNING FOR TAX 
ECONOMY 


Series of Articles To Be Published 
Beginning with September 
Issue 


| provided in the Revenue Act of 
1936. 

The complicated provisions of 
| this new tax will be interpreted 
| and illustrated by typical prob- 
_lems in the September issue of 
_ THE CONTROLLER. By intelligent 
| planning and prompt action the 
burden of taxation under the new 
| law may be greatly reduced. 
| The October issue will include 
a further discussion of the new 
| Revenue Act and tax saving plans 
which may be adopted. 

This material will be in the 
form of articles by Mr. U. S. 
GREENE, C. P. A. of the States 
| of New York, North Carolina, 
'and Indiana. Mr. Greene is a 
| member of the American Institute 
| of Accountants. He is in prac- 
' tice at Binghamton, New York. 
| Mr. GREENE is co-author with 
Mr. WittiaM H. Crow of a 
book, “Planning for Tax Econ- 
omy,” which is just being pub- 
| lished. It will be reviewed in the 
| September number of THE CON- 
| TROLLER. 
| Mr. GREENE was formerly an 
| auditor of the United States Bu- 
| reau of Internal Revenue. He has 
addressed many organizations on 
| taxation and other business sub- 
| jects. 
| It is recognized that tax prob- 

lems will claim the attention of 
| controllers and financial officers of 
| corporations in large measure dur- 
| ing the remaining months of the 
current calendar year. THE CON- 
| TROLLER will present live material 
| bearing on these problems each 
month. 





One of the most important and | 
| far-reaching features of taxation | 
| affecting corporations is the new 
surtax on undistributed profits | 

















Details of Procedure for Compliance 
with California Law 


Continuation of Code Prescribed by Comptroller of Continental Can Company 
for Guidance of Accountants and Others—Fine Points of California Act’s Provi- 
sions and of Attorney General’s Rulings Covered by Comptroller's Instructions. 


— is a continuation of 
the Code of Procedure prepared 
by Mr. J. S. SNELHAM, Comptroller 
of Continental Can Company, Inc., for 
the guidance of the accountants and 
others of that company who are con- 
cerned with the problems created by 
the unemployment insurance laws of 
the various states. The section of the 
Code of Procedure reproduced here, 
with the permission of MR. SNELHAM, 
deals entirely with the problems pre- 
sented by the California Unemploy- 
ment Insurance Act. Mr. SNELHAM 
is a member of THE CONTROLLERS 
INSTITUTE OF AMERICA. 
—THE Epiror. 


The code of instructions drawn up 
by Mr. J. S. Snelham, comptroller of 
the Continental Can Company, Inc., 
for the guidance of his accountants and 
others, covers quite thoroughly the 
situation with respect to the tax im- 
posed by the State of California. 

In an article published in the July 
number of THE CONTROLLER appeared 
the instructions prepared by Mr. Snel- 
ham to cover the problems presented 
by enactment of the Federal Social 
Security Act. This article presents the 
instructions relating to the California 
situation. 

The California Unemployment In- 
surance Law, Mr. Snelham’s instruc- 
tions point out, is Chapter 352, Laws 
of 1935, approved June 25, 1935 and 
effective only if and when there is 
enacted legislation by the United States 
Government providing for a tax upon 
the payment of wages by employers in 
the State of California. The Federal 
Social Security Act became law on 
August 14, 1935, hence the law in 
respect of the State of California au- 
tomatically became operative. 


Every individual, trust or estate, 
partnership, association, joint stock 
company or corporation, subject to a 
payroll tax levied by the United States 
Government, is an employer subject 
to the California Unemployment In- 
surance Law. 

In the event the definition of “em- 
ployer” in the preceding paragraph 
should be invalid the Act provides 
that all persons, firms, partnerships, 
associations, trusts or estates, joint 
stock companies or corporations who 
employed four or more persons on 
each of some thirteen days during the 
calendar year, each day being in a dif- 
ferent calendar week, shall be subject 
to this Act. 


EMPLOYER CONTRIBUTIONS 

On and after January 1, 1936, every 
employer subject to this Act shall pay 
into the Unemployment Fund during 
the year 1936, with respect to pay- 
ment of wages made during the year, 
ninety one-hundredths per cent. of all 
wages paid by him in employment 
subject to this Act. In 1937, the rate 
is one and eighty one-hundredths per 
cent., and in 1938 and thereafter two 
and seventy one-hundredths per cent. 


REDUCTION IN EMPLOYER 
CONTRIBUTIONS 

After 1941 if the Commission finds 
that an employer's account shows an 
excess of contributions paid by him 
over the benefits paid to his employees 
or chargeable to him equal to or over 
eight per cent. of his average payroll 
for the three preceding years, or the 
five preceding years, whichever is 
higher, his rate of contribution shall 
be two and one-half per cent.; if the 
reserve is ten per cent. but less than 
twelve per cent., the rate shall be two 


per cent.; if the reserve is twelve per 
cent. but less than fifteen per cent., 
the rate shall be one and one-half 
per cent.; and if the reserve is fifteen 
per cent. or more, the rate shall be one 
per cent. 


EXEMPTION OF EMPLOYERS LIABLE 
FOR CONTRIBUTIONS—GUARANTEED 
EMPLOYMENT 
The Unemployment Reserves Com- 
mission may exempt from the Con- 
tribution provisions of this Act any 
employers (and his employees) who 
guarantee, under a plan approved by 
the commission, to all employees in 
his employ at the time of putting such 
plan into effect and to each employee 
thereafter employed for more than 
eight weeks, the weeks of employment 
and hours per week specified below: 


Minimum 
Hours in 
each Week 


Minimum 
Number of 


Weeks per Year 


42 36 
43 34 
44 32 
45 30 
46 28 
47 26 
48 24 
49 22 
50 20 


It should be noted that if an-em- 
ployer is exempted from contributions 
under the California law he must pay 
the full Federal Tax to the Federal 
Government. The Federal law pro- 
vides for additional credit only after 
1937 and when the additional credit 
is for guaranteed employment the 
guaranteed em ployment account must 
amount to not less than seven and one- 
half per cent. of the total wages paid 
by the employer in the preceding 
calendar year. 








The Commission may also exempt 
from the contribution provisions of 
the Act any employer or group of em- 
ployers submitting a plan for unem- 
ployment benefits which the commis- 
sion finds: (1) makes eligible for 
benefits at least the employees who 
would be eligible for benefits under 
the compulsory features of this Act; 
(2) provides that the proportion of 
the benefits to be financed by the em- 
ployer will on the whole be equal to 
or greater than the benefits which 
would be provided under the compul- 
sory features of this Act; and (3) is 
on the whole as beneficial in all other 
respect to such employees as the com- 
pulsory plan provided in this Act. 


EMPLOYEE CONTRIBUTIONS 

Section 44 of the Act states: 
“Beginning on January 1, 1936, each 
employee shall contribute to the fund one- 
half of one per cent. of his wages; and 
beginning on January 1, 1937, and there- 
after he shall contribute one per cent.; 
except that the rate of contributions re- 
quired of employees shall not in any year 
exceed fifty per cent. of the general rate 
required of employers. 


OPINION OF THE ATTORNEY 
GENERAL 


Under date of December 6, 1935, in 

Opinion No. 10398, the Attorney 
General gave as his opinion the fol- 
lowing: 
“Section 44 of the Act (Chapter 352, 
statutes 1935) fixes the rates of contribu- 
tions to be paid by employees at one-half 
of one per cent. for 1936 and one per 
cent. for 1937 and thereafter, with this 
proviso: 

“Except that the rate of contributions 

required of employees shall not in any 

year exceed fifty per cent. of the general 

rate required of employers.’ 
“The only specific rates required of em- 
ployers under the Act are those set forth 
in Section 38. It is my opinion that under 
the proviso contained in Section 44 the 
rate applicable to employees for the first 
year is fifty per cent. of .9 per cent. or .45 
per cent., and the rate applicable to em- 
ployees for the second year would there- 
fore be .9 per cent. and thereafter the flat 
rate of 1 per cent. would apply. It will be 
observed the state rate applicable to em- 
ployers is .9 per cent. for 1936, 1.8 per 
cent. for 1937, and 2.7 per cent. for 1938 
and thereafter.” 


In view of the foregoing, instruc- 
tions contained later in this Code of 
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Consolidated Returns for 
National Organizations 
R. SNELHAM ésstates__ that 


July issue of THE CONTROLLER 
to the effect that by consolidating 
all returns full advantage can be 
taken of all state unemployment 
insurance taxes paid, as a credit 
against the Federal unemployment 
insurance tax. 

For example: Suppose an em- 
ployer operated plants in various 
states among which was one in 
the State of Washington. 

The State tax in the State of 
Washington is 2 per cent. of the 
entire payroll. Inasmuch as the em- 
ployer is allowed a credit against 
the Federal Unemployment Insur- 
ance Tax of his State contribution 
only up to 90 per cent. of his Fed- 
eral tax, if he were reporting the 
Washington plant on an individ- 
ual basis, he would have the fol- 
lowing situation: 

State Tax 2.0% of entire payroll 

Federal Tax 1.0% 

Less: State 
contribu- 

tion up to 

90% of 

Federal 

Tax 9 
Federal Tax 
Total State and 

Federal Tax 

By consolidating all of his te- 
turns at one point, he will be able 
to deduct from the Federal tax the 
full amount of taxes paid to the 
State of Washington, because of the 
fact that all States have not yet 
enacted Unemployment Insurance 
Laws and also because some others 
have certain class exemptions. 

By consolidation of reports he 
confines his total tax to 1 per 
cent. of his entire payroll. 

This point was duly consid- 
ered and appreciated; but specific 
mention was not made in the 
Code, as the matter was a purely 
Head Office matter; and there was 
no need to issue instructions to the 
factories on this point. The mat- 
ter will be taken up by Mr. Snel- 
ham and his assistant in charge of 
Federal Unemployment Insurance 
before the returns are filed for 
1936 and the proper deduction for 
State insurance made from the 
Federal return. 


1% of entire payroll 





2.1% of entire payroll 





comment has been made on | 
the article which appeared in the | 


| 
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Procedure conform with the Attorney 
General's opinion. 


BENEFITS 

Benefits will become payable Janu- 
ary 1, 1938, to persons who have 
been residents of the State for at least 
one year and who have been gain- 
fully employed for at least twenty-six 
weeks within the one year period. One 
week of benefit is allowed for each 
four weeks of unemployment for 
which contributions have been paid. 
If contributions have been paid for 
fifty-two weeks or more and not ex- 
ceeding one hundred three weeks, 
thirteen weeks of benefits are allowed; 
if contributions have been paid for 
over one hundred three weeks an 
eligible employee may receive benefits 
for twenty weeks. 

Benefits for total unemployment are 
paid at the rate of fifty per cent. of the 
average weekly wage but not exceeding 
$15.00 a week nor less than $7.00 a 
week. 


QUESTIONS AND ANSWERS 

Some of the questions and answers 
which appear in the code are repro- 
duced here, without quotation marks: 


Question 2: 

What wages and salaries are subject 
to the California Unemployment Insur- 
ance Payroll Tax? 


Answer: 

First:——All forms of remuneration 
for employment are subject to the tax, 
including rent, board or other items in 
lieu of wages. This includes the sala- 
ries of officers as well as employees and 
the commissions paid salesmen. 

Second :—The total amount of the 
wage or salary is subject to the tax, 
no matter how large it may be. 


Question 3: 
What constitutes “wages” which are 
subject to this tax? 


Answer: 

“Wages” means the amount of 
money received as compensation for 
the service rendered, including com- 
missions and bonuses, and the reason- 
able value of board, rent, housing, 
lodging or similar advantage received 
from the employer. Christmas gifts re- 
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ceived by employees which are in fact 
a profit-sharing bonus, or based on a 
fixed percentage of the salaries drawn 
during the year, shall be considered as 
taxable “wages.” 

Directors’ Fees:—The paid officers 
of an association or corporation, when 
they are receiving compensation for 
services performed in connection with 
the business of the corporation should 
be considered as employees, but d7- 
rectors of a corporation who perform 
no paid duties for a corporation other 
than periodic attendance at directors’ 
meetings, and who receive only cus- 
tomary and reasonable directors’ fees, 
should not be deemed in employment, 
or be deemed employees of a corpora- 
tion. 


Question 4: 
Are traveling expenses for an em- 
ployee to be considered as “wages” ? 


Answer: 

No. Reasonable and ordinary travel- 
ing allowances should be considered as 
an expense of the business and not as 
a part of wages paid. Reasonable al- 
lowances for automobile expenses for 
employees should also be considered as 
an expense of the business and not as 
part of wages paid. 


Question 5: 

Should discounts given to employees 
on purchases, or discounts obtained for 
employees by reason of the corporation’s 
purchasing power, be considered as 
“wages” ? 


Answer: 

No. It is held by the Attorney Gen- 
eral that this practice is more in the 
nature of a privilege extended the em- 
ployee and not necessarily an element 
going to make up the contractual wage 
paid to the employee, therefore, that 
these discounts should not be con- 
sidered in determining wages paid. 


Question 6: 

Must a tax be paid on wages in 1936 
for employment in 1935? 

Answer: 

No. The Attorney General expresses 
as his opinion that if the work was 
performed in 1935 it would seem to 
follow that the amount of money to be 
paid as wages for service rendered dur- 
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ing that period must also be considered 
as wages for that particular portion of 
1935. Neither employers nor employee 
would be subject to: contributions 
based upon a payroll for the month of 
December, 1935, even though the pay- 
roll was not made up or the wages 
paid thereunder until subsequent to 
December 31, 1935. 


Question 7: 

Must an employer pay the California 
State Unemployment Insurance Tax; also 
must he withhold the employee’s con- 
tribution to the same tax, on men em- 
ployed for only one day or a portion of 
one day? 


Answer: 

If an employer is an employer as 
defined under the law, he apparently 
must pay the unemployment contribu- 
tion on every person employed by him 
during the calendar year even though 
there are some employees who are em- 
ployed for only one hour. He will also 
be obliged to withhold from such em- 
ployees the employee’s contribution to 
the Unemployment Insurance Fund. 


ACCOUNTING 
The tax rate on employers in re- 
spect of the State of California Un- 
employment Insurance is based on the 
entire payroll and is as follows: 


.9% For the calendar year 1936. 
1.8% For the calendar year 1937. 
2.7% For the calendar year 1938 and 

thereafter. 

The tax rate on employees in re- 
spect of the State of California Un- 
employment Insurance is based on the 
wages earned by such employees and 
is as follows: 

45% For the calendar year 1936. 
.90% For the calendar year 1937. 
1.00% For the calendar year 1938 and 

thereafter. 


EMPLOYER'S CONTRIBUTION 

When the gross amount (before 
any deductions) of a weekly, semi- 
monthly or monthly payroll has been 
ascertained, a computation will be 
made at the prevailing rate. 

The following entry will then be 
made: 


Charge: Acct. No. 834 
California State Unem- 
ployment Insurance Tax .............00. ss 
Credit: Acct. No. 234 
Reserve for California 
State Unemployment 
Insurance Tax 
To record the amount of tax accrued 
in respect of the California State Unem- 
ployment Insurance Tax at the rate of 
stats “% of the entire payroll for the 


EMPLOYEE'S CONTRIBUTIONS 


After the payroll has been made 
up showing the amount that each em- 
ployee has earned, it will be necessary 
to compute the employee’s contribution 
to the State Unemployment Insurance 
Fund at the current rate. 

The contribution so arrived at will 
be noted in the space provided on the 
weekly Payroll and Time Sheet, Forms 
1004 and 1005, in respect of em- 
ployees on the factory weekly payroll; 
and in the column provided on the 
Salary Payroll, Form 1007, and will 
be a deduction from the employee's 
earnings. 

The entry necessary in this instance 
will be handled through the payroll 
distribution as follows: 


Charge: Operating Accounts 
(Payroll Distribution) A a caer 
Credit: Acct. No. 254 
Accrued Wages Payable  $............0.. 008 
Credit: Acct. No. 249 
Reserve for Employee's 
Contributions to Cali- 
fornia State Unem- 
ployment Ins. Tax ore 
To record the amount of tax deducted 
from employee’s earnings in respect of 
their contributions to the California State 
Unemployment Insurance Fund. This tax 
is computed on individual earnings at 
the sate of oc: Vor fO® “tHe. "access 
7el [8 (ot ne Be a 195... 


REPORTING AND FORMS 


In order that the California Unem- 
ployment Reserves Commission might 
develop an authentic list of employers 
who will be subject to the provisions 
of the Act, to whom rules and regula- 
tions should be issued every em- 
ployer, regardless of the number of 
employees in his employ, shall, on 
or before February 15, 1936, register 
on a form prescribed and furnished by 
the Commission and identified as Form 
CURC No. 1. 








Where we operate more than one 
plant or sales office in a particular 
state, it is desirable that all reports be 
centralized at one point. In this in- 
stance, this report will originate from 
the San Francisco office. Duplicate 
copies will be procured and filled in 
with the information which can not 
be supplied at Head Office. The dupli- 
cate report will then be forwarded to 
Head Office, where the official signa- 
ture will be affixed and the report then 
forwarded to the Commission. 


FILING RETURNS AND PAYMENTS OF 
CONTRIBUTIONS 

1. The first filing, covering period 
January 1 to June 30, 1936, and 
the payment of contributions 
shall not be required of employ- 
ers subject to the Act until July 
31, 1936. 

. Employers shall make a deduc- 
tion of .45% from the wages 
earned by their employees, com- 
mencing January 1, 1936. 


No 


After the initial return (July 31, 
1936) monthly returns shall be filed. 
On application the Commission may 
permit the filing of quarterly or semi- 
annual returns. In either event, pay- 
ment of the contribution is to be made 
at the time returns are filed. 

All returns of contributions shall be 
made in accordance with the form pre- 
scribed and furnished by the Commis- 
sion and identified as Form CURC 
No. 3, setting forth the questions as 
shown on the page following: 


Returns and payment of contribu- 
tions shall be due on or before the 
last day of the calendar month follow- 
ing the close of the period for which 
the returns and payments are made, ex- 
cept that the first of such returns and 
payments hereunder shall not be made 
until July 31, 1936, to cover the 
period commencing January 1, 1936, 
to and including June 30, 1936, unless 
otherwise ordered by the Commission. 

These returns will be centralized at 
the San Francisco Office, who in turn 
will file the consolidated report with 
the Commission, and at the same time 
make the necessary payment to said 
Commission. 


The Controller, August, 1936 


NoTICE OF TERMINATION OF 
EMPLOYMENT 

(a) Regular Employees: The Com- 
mission has ruled that, beginning 
January 1, 1936, each employer is to 
give every regular employee, when 
his employment terminates, a ‘Notice 
of Termination” record, which is to 
be prepared in triplicate, on a stand- 
ardized form to be prescribed (but 
not furnished) by the Commission. 
The original copy of this record is to 
be sent to the Commission, the dupli- 
cate copy to be given the employee, 
and the triplicate copy to be retained 
by the employer. 

(b) Temporary Employees: The 
Commission has ruled that temporary 
or casual employees may be given a 
receipt for the amount of contribution 
withheld from wage payment, in lieu 
of the ‘Notice of Termination’ to be 
given regular employees. 


FACSIMILE OF STANDARD FORMS 


The following standard forms, 
shown on pages 4a and 4b, have been 
adopted and prescribed by the Unem- 
ployment Reserves Commission of the 
State of California, for employee rec- 
ords, which shall be furnished by all 
employers subject to the Federal and 
State payroll tax, beginning January 
1, 1936. These forms are approved 
for the first three months of 1936, but 
are subject to revision on or after 
April 1, 1936. 


(Note: These forms are headed “Notice 
of Termination of Employment’ and one 
is intended for regular employees and one 
for temporary employees.) 

Note: Inasmuch as this is a tem- 
porary form, it is in order for the 
plants affected to purchase, through 
the usual channels, a supply from local 
printers who have standardized this 
form, sufficient to last until April 1, 
1936. 


INSTRUCTIONS FOR “NOTICE OF 
TERMINATION OF EMPLOYMENT” 


The California Unemployment Re- 
serves Commission have released as 
approved by them, the following in- 
structions with regard to the prepara- 
tion and submission of “Notice of 
Termination of Employment”’: 
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Average Weekly Wage: 

This figure should be based upon 
the number of hours worked during 
the normal Work Week. The appli- 
cable hourly rate of earnings shall be 
determined by averaging the em- 
ployee’s actual earnings by at least one 
hundred hours of employment by his 
most recent employers. The average 
weekly wage will be this rate multi- 
plied by the number of hours of work 
in a normal week. 


Number of Hours for Normal Work 
Week: 

The normal working hours per 
week are computed as the hours per 
week most commonly worked in the 
preceding three years in the portion or 
division of the particular establish- 
ment or business in which the em- 
ployee is employed, or such hours as 
were set by collective agreement be- 
tween the employer and his employees. 


Average Number of Weekly Hours 
Worked during Past 52 Weeks: 

To arrive at this figure, divide the 
total number of hours worked by the 
number of calendar weeks for which 
contributions were made. 

If the employee has made contribu- 
tions of 52 or more weeks before ter- 
mination of employment, use the aver- 
age for the previous 52 weeks. 

If the employee has made contribu- 
tions for less than 52 calendar weeks 
before termination of employment, 
compute the average on the number of 
calendar weeks during which he has 
worked. For example: If an employee 
has worked a total of 350 hours dur- 
ing 10 calendar weeks, his ‘average 
number of weekly hours worked” 
would be 35. 


TRANSMISSION OF ‘NOTICE OF TER- 
MINATION OF EMPLOYMENT’ TO 
COMMISSION 


Until further notice the original 
copy of the Notice of Termination of 
Employment for “regular’’ employees 
shall be transmitted to the office of the 
Unemployment Reserve Commission 
in Sacramento, California. 

Until further notice the original 
copy of Notice of Termination of Em- 

(Please turn to page 189) 








“Hold Harmless” Clauses in Contracts 
Constitute Dangerous Practice 


Risk Research Institute Issues Brochure Condemning Their Inclusion in Ordi- 


nary Run of Sales Agreements—Many Companies Incurring Large Liabilities 
—Should Be Transferred to Insurance Companies—Standard Clause Sought. 


Need for a set standard liability and 
insurance provisions for contracts 1s 
being emphasized by Risk Research In- 
stitute. That organization recently 1s- 
sued a brochure entitled, ““Hold Harm- 
less—A Vicious Circle,” describing the 
practice of inserting a so-called “hold 
harmless” clause in various types of 
contracts. 

The Risk Research Institute believes 
that the problem should be referred to 
the Division of Simplified Practice, Bu- 
reau of Standards, at Washington. It 
asks that business executives who con- 
cur in that proposal, communicate with 
the Risk Research Institute, at 30 
Church Street, New York City. 

The brochure, ‘““Hold Harmless—A 
Vicious Circle,” says in part: 


“The practice of inserting a so-called 
‘hold harmless’ clause in various types 
of contracts has spread so extensively 
in recent months that a veritable plague 
is now rampant. Until a short time ago 
this type of clause was found princi- 
pally in leases, major construction con- 
tracts, and railroad sidetrack agree- 
ments, but today nearly all purchase 
order forms, and other similar infor- 
mal documents, contain such a pro- 
vision. As a result, many commercial 
concerns that have innocently or con- 
sciously accepted purchase orders sub- 
ject to ‘hold harmless’ agreements are 
now in the insurance business on a 
lange scale... .. 

“If... . there are any who ques- 
tion the dangers inherent in ‘hold 
harmless’ clauses, they need only with- 
draw from their files a random dozen 
of the purchase orders which they have 
accepted during the past few months 
and see the evidence for themselves. 
Perhaps to their surprise, they will 
discover that they have become a party 


to a wide variety of such agreements, 
of which the following is typical: 

“The undersigned seller hereby certifies 
to buyer that he is an ‘employer’ within 
the meaning of the Federal acts or laws 
or acts or laws of the state or states wherein 
he operates, pertaining to Workmen's 
Compensation and Unemployment Compen- 
sation or Insurance, and is complying with 
the terms of these acts or laws. The under- 
signed agrees to indemnify and save harm- 
less the buyer from any and all claims of 
any nature whatever, either relating to in- 
juries or occupational disease (including 
death resulting therefrom) to, or caused by, 
any employee of said contractor or any sub- 
contractor of his, arising in connection with 
any contract or order with the buyer, or 
relating to Unemployment Compensation or 
Insurance Contributions measured or based 
upon employment in connection therewith. 
The contractor agrees to reimburse the 
buyer for any payments made by the buyer 
on account of any claim made against it 
in this connection.” 


“It is also probable that they have 
made no provision whatever for trans- 
ferring the liability which they have 
accepted under each purchase order to 
the insurance company writing their 
public liability coverages. 

“As the agreement quoted above in- 
dicates, the ‘hold harmless’ clause is a 
device whereby party A is required to 
protect party B against claims or losses 
incurred by party B as the result of 
injury to person or property occasioned 
directly or indirectly by the operations, 
service, or other matter constituting the 
subject of their agreement. In gen- 
eral, party A (usually the seller, con- 
tractor, lessee, etc.) is expected to fur- 
nish this protection regardless of the 
fact that he may, in consequence, be 
compelled to pay claims for injuries 
caused solely by party B’s (usually the 
buyer, owner, lessor, etc.) negligence; 
therefore, to the extent that party A is 
obligated to answer for party B's 


faults, party A is acting in the capacity 
of insurer of party B. 

“Of course, there can be no valid 
objection to a seller, contractor, or 
lessee acknowledging in writing that 
they will be responsible for the pay- 
ment of any debt, judgment, or claim 
for which they are legally responsible 
anyway, but if they agree in addition 
to pay taxes, judgments or claims for 
which their customer or landlord alone 
is legally responsible, they should real- 
ize that they have assumed an unlim- 
ited obligation with serious potentiali- 
ties. 

“When the dangers inherent in this 
practice are recognized, one can only 
wonder why any well-managed concern 
would knowingly, become an indem- 
nitor under a ‘hold harmless’ clause. 
Perhaps the answer is that, being usu- 
ally the seller, the indemnitor has no 
alternative but to accept the buyer's 
terms or lose the order, unless the 
buyer can be persuaded to modify the 
terms. 

“On the other hand, it is even more 
amazing that a buyer or landlord 
should attach any value to the protec- 
tion afforded by ‘hold harmless’ clauses 
running in their favor. This thought 
suggests itself because, 


“1. The seller's guarantee is worth- 
less unless the seller has the financial 
means to see it through. Many sellers 
are not in a position to do this, and it 
is probable that those who are able to 
pay will withhold settlement until their 
liability is established by litigation. 

“2. In order to recover any loss 
from the seller, the buyer must be in 
a position to prove the exact amount 
to which he is entitled. Where the 
buyer’s claim is based on loss incurred 
as a result of bodily injuries to an 
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employee or a third party, he cannot 
determine the full extent of his loss 
until an official award is made to the 
injured person. If the latter is an 
employee, he or his dependents are 
presumably entitled to workmen’s com- 
pensation, in which case the aggregate 
compensation eventually paid will de- 
pend upon the degree of disability and 
the length of time indemnity continues, 
which may be many years. In some 
cases, the injured employee, or his de- 
pendents may elect to waive work- 
men’s compensation benefits, and start 
a common law action for damages of 
a larger sum, just as though he were a 
member of the public. And, if the 
injured person is not an employee, he 
too will sue for damages. In either 
case, the amount of damages, unless 
agreed on by compromise, cannot be 
fixed until final judgment is entered in 
the proper Court, and this may not be 
done for several years. 

“In short, by the time the buyer is 
in a position to prove how much the 
seller is liable for, the seller may be 
out of business or the claim against 
him may be outlawed. 

‘3, There is considerable doubt re- 
specting the validity in law of ‘hold 
harmless’ clauses that place the in- 
demnitor in the position of an insurer 
in violation of both the insurance laws 
and corporation laws of practically 
every state in the Union. Should 
courts of proper authority declare such 
clauses void from the beginning on 
these grounds, the indemnitees will be 
the victims of their own invention, un- 
less they were farsighted enough to 
maintain the proper forms of insurance 
for their own protection instead of de- 
pending entirely on the ‘hold harm- 
less’ clause executed by the seller. 

“The question naturally arises, then, 
‘What benefit does the buyer derive from 
the seller's agreement to indemnify ?’ 
The answer is, unless the agreement 
turns out to be valid, and enforceable 
under any and all circumstances, buy- 
ers can gain nothing for their trouble. 
Furthermore, buyers should remember 
that they are sellers too. If they per- 
sist in extracting a ‘hold harmless’ 
agreement from every concern from 
which they purchase anything, they 
are merely educating sellers to adopt 


The Controller, August, 1936 


the same tactics when they are in the 
market as buyers, and in due course 
all concerns will be acting as insurers 
under an assortment of ‘hold harmless’ 
clauses that are as bewildering as they 
are unreasonable. 

“It is unnecessary to dwell long on 
the insurance aspects of this problem. 
The difficulties created are clear cut. 
Sellers, contractors, or lessees accept- 
ing the obligations imposed by a ‘hold 
harmless’ clause have but two options: 
they may either carry the risk without 
insurance or transfer it to an insurance 
company for a premium. If they do 
the latter, each ‘hold harmless’ agree- 
ment must be considered and accepted 
by the insurance company as a sepa- 
rate risk, and a separate premium must 
be paid therefor. The type of public 
liability policy ordinarily held by 
lessees, manufacturers, and contractors, 
does not cover liability which they as- 
sume under any oral or written agree- 
ment, and it is for this reason that 
notice of each ‘hold harmless’ agree- 
ment must be given to the insurance 
carrier if protection is desired against 
the liability which it imposes. 

‘According to the best information 
available these premiums now range 
from $10 to $150 for each extension 
of the seller's policy, from which it is 
plain that even on small orders sellers 
must expend a substantial sum for in- 
surance. Ultimately this expense will 
be added to the price of products, and 
the vicious circle is joined. Assum- 
ing that the buyer and seller are both 
properly insured, the additional pre- 
mium is an economic loss which should 
not be imposed on the seller, nor 
passed on to the buyer, because the 
policies already in effect adequately 
cover the contingency. 

“Acceptance of ‘hold harmless’ 
clauses demanded by customers may 
also jeopardize the seller’s protection 
under their workmen’s compensation 
insurance. By the terms of the com- 
pensation policy issued to the seller, 
the insurance company is entitled to be 
subrogated to the seller's rights to re- 
cover from any person, firm or corpo- 
ration responsible for any injury to the 
seller's employees. Consequently, if the 
seller releases the buyers from his com- 
mon law liability for such injuries, the 
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seller's insurance company is auto- 
matically precluded from proceeding 
against the buyer to obtain reimburse- 
ment for loss occasioned by the buyer's 
negligence. 

“Suppose perchance the insurance 
company is not deprived of this right, 
what happens? If the company re- 
covers its loss from the buyer, the lat- 
ter may demand reimbursement from 
the seller by virtue of the terms of the 
‘hold harmless’ agreement signed by 
the seller. The only way the seller can 
avoid this experience is by having the 
carrier of their workmen’s compensa- 
tion insurance waive its privilege to be 
subrogated to the seller's rights to re- 
cover from the buyers whom the seller 
has agreed to ‘hold harmless.’ As in 
the case of public liability insurance, 
the insurance company must attach a 
separate waiver to the policy for each 
‘hold harmless’ clause accepted by the 
seller. 

“We submit, therefore, that the 
practice of incorporating ‘hold harm- 
less’ clauses in contracts is causing 
great confusion, and also needless ex- 
pense, without accomplishing the real 
purpose that it was intended to accom- 
plish. In other words, such agree- 
ments do not afford indemnitees the 
protection that they need; in fact the 
kind of protection needed can be 
supplied only by adequate, properly 
written insurance under which the Ji- 
abilities of each party are covered in- 
dependently. Inasmuch as practically 
all business concerns maintain their 
own insurance it is clearly absurd for 
them to complicate and endanger the 
protection furnished by such coverage 
by accepting or demanding ‘hold harm- 
less’ clauses. 

“If both buyers and sellers, contrac- 
tors and owners, and landlords and 
tenants will simply agree to each as- 
sume full responsibility for their own 
obligations according to law, and to 
each rely on their own insurance for 
protection, the necessity for any sort 
of ‘hold harmless’ clause (except pos- 
sibly one covering patent infringe- 
ment) in purchase orders, contracts, 
and leases will instantly cease. 

“Of course, it will be recognized 
that buyers, owners, or landlords have 

(Please turn to page 189) 








REVIEWS of Current Business Publications 


THE ECONOMICS OF OPEN PRICE 
SYSTEMS. By Leverett S. Lyon and Victor 
Abramson. Brookings Institution, Wash- 
ington, D. C. 165 pages. $1.25. 

Open price agreements were first de- 
veloped in the steel industry in 1911 and 
then spread to other trade associations. 
Their growth was stimulated by N.R.A. 
and since N.R.A., interest in them has re- 
mained at a high level. 

If individualism is to be socially ef- 
ficient and the supply of various goods 
more nearly adjusted to the demand, there 
must be not only freedom from monopolis- 
tic or collusive price control but also the 
widest feasible dissemination of knowledge 
concerning available goods and their prices. 
What quotations on the exchanges do for 
securities and basic materials, and publicly 
displayed retail prices do for consumers’ 
goods, the open price systems attempt for 
the intermediate markets. 

Secrecy breeds not efficiency but favor- 
itism, dishonesty, suspicion, and hasty ac- 
tion based on rumor. When prices are 
secret some price concessions may be made 
through unfounded fear that others are 
making them. Some concessions may be 
made to a few which would not be made to 
any if publicity led other buyers to ask 
and other sellers to give the same con- 
cessions immediately. Such price conces- 
sions originally made only to a few ulti- 
mately spread so that others also gain. On 
the other hand such reductions spread faster 
and more equitably under open prices. The 
loss of some is the gain of others. 

In comparing the effect of open prices 
on different sized units, distinction must be 
made (1) between small business units and 
inefficient ones and (2) between open price 
information and enforced price uniformity. 
If the small concern requires secrecy to 
maintain a higher price it is doubtful if it 
deserves to get it. If it has to sell at a 
lower price because its product is less well 
known, the tendency of open prices would 
be merely to equate the differences of 
price and value. Open price systems help 
the small buyer by giving him information 
he is less able to get independently and by 
making it easier for him to buy at the same 
price as his larger competitor. 

The fact that open price systems have 
been developed by sellers who wished to 
get around the Sherman act has doubtless 
associated them with practices not always 
in the public interest. Much of the argu- 
ment on this subject has been due to at- 
tendant circumstances not necessarily con- 
nected. Uniformity of price is not of itself 
evidence of artificial control; it is also a 
symptom of perfect competition under 
laissez-faire. 

That knowledge can be used for un- 
social purposes is no argument against 
knowledge, but may be an argument for 
the regulation of its use. The United States 


Supreme Court recently declared that price 
and similar information, while socially use- 
ful, should not be available to members 
except as it is made “readily, fully, and 
fairly available to the purchasing and dis- 
tributing trade.” 

One-third of the book is devoted to the 
problems of constructing socially useful 
open price systems, in which the types of 
issues which experience has shown to be 
significant are presented and analyzed. A 
final chapter deals with the applicability 
of open price systems to specific industries 
and of possible governmental relationships 
to their organization and operation. 

Reviewed by E. STEWART FREEMAN, 
Dennison Manufacturing Co. 


EXECUTIVES SERVICE BULLETIN. 
July, 1936. Published by Metropolitan 
Life Insurance Company, New York. 

Mr. Billy B. Van, president of the 
Pine Tree Products Company, Newport, 
New Hampshire, predicts in an article 
entitled, “Creating Unforgettable Im- 
pressions” that the salesman of 2036 will 
be a citizen of preeminent rank, an author- 
ity in his field, a counselor, a showman, 
and a leader—in short, an expert en- 
gaged in putting the large house of dis- 
tribution in order. Mr. Van believes that 
the techniques of selling are going 
through big changes and that more are 
to come. 

Mr. Blaine S. Smith, president of the 
Pennsylvania-Dixie Cement Corporation, 
New York City, describes the merchan- 
dising program of the Portland Cement 
Association. He says that there is no 
particular secret of success in carrying 
on cooperative selling activities, the main 
factors being: (1) a product of merit 
adapted to an infinite variety of uses, (2) 
thoroughgoing research and sound con- 
clusions in advance of promotion effort, 
and (3) adherence to high standards of 
conduct and ethics. 

Mr. Fred C. Zeisberg, technical in- 
vestigator of the Development Depart- 
ment of E. I. du Pont de Nemours & 
Company, Inc., Wilmington, Delaware, 
describes in an article entitled, “Func- 
tions of the Business Library,” the de- 
velopment of specialized libraries. He 
pointed to medicine, to the law, and the 
more scientific professions of engineering 
and chemistry, with their well-organized 
knowledge, available through special 
libraries. “In every one of these cases,” 
Mr. Zeisberg says, ‘the gradual growth 
of a literature, its organization into a 
coherent and systematized whole, and the 
practice of the particular profession fol- 
lowed much the same line of develop- 
ment.” The point is then made that 
while these developments were taking 
place in professional activities, business 


was still being carried on in a more or 
less empirical way. Recently it has been 
recognized, however, that commerce, man- 
ufacturing, and banking are subject to 
laws just as fundamental and just as 
general in their application as the laws 
of natural science. A voluminous litera- 
ture devoted wholly to business is now 
being produced. Libraries devoted to the 
needs of business in general, and to the 
special needs of particular lines of busi- 
ness therefore became a necessity, and 
they have become also, Mr. Zeisberg 
points out, a powerful aid in the proper 
conduct of business. Public libraries do 
not feel themselves justified in collect- 
ing and classifying such literature, and as 
a result the need arose for private special 
libraries. 

An article by Mr. Warren H. Sapp, 
general manager of the Chicago Plant, 
of Armour & Company, entitled, ‘“Reduc- 
ing Errors in Handling Orders,’ describes 
a change recently made in the interests 
of accuracy. Formerly orders, received 
from several sources, were typed so that 
copies could be made available to each 
department concerned. Under the new 
plan, the order as written by the salesman 
is duplicated from the original script and 
transmitted by teletype. Everyone was in- 
structed to write orders with the thought 
in mind that there would be no retyping 
and that the order would be filled from 
the original. A duplicating service makes 
as many copies as are necessary. The fear 
was expressed that many salesmen could 
not write legibly. It was found, according 
to Mr. Sapp, that salesmen realized the 
necessity for writing clearly. Those who 
could not produce a legible script printed 
their orders. Mr. Sapp makes the obser- 
vation that there is no one more vitally 
concerned in seeing that the customer’s 
order is filled properly than the salesman 
involved. 

Reviewed by ARTHUR R. TUCKER. 


A DIRECTORY OF ORGANIZATIONS 
IN THE FIELD OF PUBLIC ADMINIS- 
TRATION. Prepared and published by Pub- 
lic Administration Clearing House, Chi- 
cago. Third edition, 1936. 180 pages, 
paper. Price $1. 

An impressive growth has taken place 
in recent years in the number of volun- 
tary associations, organizations and agen- 
cies concerned with questions of public 
administration, This volume lists and 
describes more than 500 national organi- 
zations of public officials and national 
organizations active in this field, includ- 
ing some 30 or more formed since 1934. 
The Directory is a guide to sources of 
information on many types of govern- 
mental problems and a valuable reference 
tool. 
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Controller Asks for Test of Law Taxing 
Dividend Declarations 


The letter that follows has been re- 
ceived from a member of THE Con- 
TROLLERS INSTITUTE OF AMERICA, 
whose identity will be disclosed to 
any who wish. For identification, 
mark letter for attention of ‘“Wis- 
consin.”’ 

The communication: “As a new 
member, I am not familiar with the 
manner in which a matter to the com- 
mon interest of a number of the mem- 
bers may be brought to the attention 
of those concerned, with a view to 
joint action. 

“It happens that my company has 
such a problem at the present time. In 
1935 the State of Wisconsin enacted 
a law taxing the privilege of declaring 
and receiving dividends out of income 
derived from property located and 
business transacted in Wisconsin. The 
tax is required to be deducted and 
withheld from dividends payable to 
non-residents as well as to residents of 
the state. Although by its terms tem- 
porary, expiring on July 1, 1937, the 
act is likely to be extended. 

“In a case brought by a Wisconsin 
domestic corporation, Froedtert Grain 
& Malting Company, the Supreme 
Court of Wisconsin recently upheld 
the law. That case did not, however, 
decide that the law is constitutional as 
to a foreign corporation with its main 
offices outside of Wisconsin, and our 
attorneys have advised us that in their 
opinion it is very clearly unconstitu- 
tional as to such corporations. 

‘My company is a Delaware corpo- 
ration, with the main office for the 
control and management of the busi- 
ness in Minnesota, and with branches 
in a number of other states, including 
Wisconsin. The directors hold their 
meetings in Minnesota and dividends 
are declared there. Most of the stock- 
holders reside outside of Wisconsin. 
In spite of the fact that we are advised 
that the law is unconstitutional, the 
amount of taxes involved in our case is 
insufficient to justify us in acting alone 
in bringing and carrying on a suit to 
try out the question. 

“T am wondering if you would care 
to give me the names of members of 


your organization afhliated with com- 
panies similarly situated with whom I 
might correspond, with a view to sug- 
gesting the institution of a suit at joint 
expense. As has been indicated, these 
men should be controllers of com- 
panies whose principal place of busi- 
ness is outside of Wéisconsin, but 
which maintain a branch or plant in that 
state from which income is derived.” 


ESTIMATE OF SURTAX 
NOT REQUIRED 

A ruling issued by the Committee 
on Stock List, of the New York Stock 
Exchange, under date of July 15, 1936, 
relieves corporations having securities 
listed from the necessity of including 
an estimate of the surtax on undistrib- 
uted profits in published interim state- 
ments. The letter, signed by Mr. 
J. M. B. Hoxsey, executive assistant 
of the Committee on Stock List, and 
addressed ‘“To the Presidents of Cor- 
porations with Securities Listed upon 
the New York Stock Exchange,”’ reads: 

“Among the agreements executed 

with the Stock Exchange by most cor- 
porations which have securities listed 
thereon is one which in its latest form 
reads: 
‘')... and, in the publication of re- 
ports of earnings for any period of less 
than a fiscal year, to show net profits in 
the aggregate with the same degree of 
consolidation as in the annual report and 
earnings per share after depreciation, de- 
pletion, income taxes and interest, esti- 
mating the proportionate amount of these 
items as accurately as may be if not finally 
determined at the date of publication.’ 

“Since the foregoing agreement was 
drawn, the Revenue Act of 1936 im- 
posing a surtax on undistributed prof- 
its has been passed. 

“Corporations with securities listed 
on this Exchange which have entered 
into the foregoing agreement are 
hereby relieved from the necessity of 
including an estimate of the surtax on 
undistributed profits in the publication 
of interim statements. It is requested, 
however, that for at least the next year 
reports of interim earnings should 
definitely state that no deduction is 
made for such tax.” 


189 


California Law 
(Continued from page 185) 
ployment for “temporary” employees 
shall be transmitted to the office of the 
Unemployment Reserve Commission 
in Sacramento, California. 

These forms returnable to the Com- 
mission shall be transmitted at the 
close of each month until January 1, 
1938—except that the forms originat- 
ing during January and February, 
1936, shall not be forwarded to the 
Commission until March 15, 1936. 


TEMPORARY EMPLOYEE: DEFINITION 


For the time being, and until fur- 
ther notice, a temporary employee shall 
be defined as any person who is em- 
ployed to render personal service to 
his employer (as defined in section 9 
of Chapter 352, Statutes of California 
1935) otherwise than in the pursuit of 
an independent calling and, who in 
such service, remains entirely under 
the control and direction of the em- 
ployer in respect to both what work 
shall be done and the way and manner 
in which it shall be done for a period 
not to exceed 100 hours. 

In instances where for cause the 
signature of the employee on forms 
“Notice of Termination” either for 
regular or temporary employee can 
not be obtained, the employer shall in- 
dicate on the reverse side of the form 
the reason therefor. 


Hold Harmless Clauses 
(Continued from page 187) 
a perfect right to, and should, require 
sellers, contractors, or tenants to main- 
tain adequate insurance, and to furnish 
satisfactory evidence that such cover- 
age is in force in responsible com- 
panies. This precaution must be taken 
because if the seller, contractor, or 
tenant is not properly insured, the 
buyer, or landlord may possibly inherit 
losses for which the former alone 
would normally be liable under the 


law.’ 


CONTROLLER AVAILABLE 

Experienced in accounting, finances, 
budgets, costs, auditing, credits, collections, 
insurance, tax reports, tax appeals, statis- 
tics, office administration. Previous con- 
nections 15 years manufacturing. Gentile, 
age 44. Salary suitable to requirements 
at beginning. Locate anywhere. Box 57, 
Controllers Institute. 





INSTITUTE ACTIVITIES-COMMUNICATIONS 


PRAISES JUNE ISSUE 
OF “CONTROLLER” 


To the Secretary: 

The very excellent June issue of THE 
CONTROLLER has attracted the attention of 
our accountants, and the accountant in 
charge of our job has asked me to secure 
a copy of the magazine, if possible, from 
you. 

The schedule showing the unemployment 
insurance laws is certainly the finest thing 
on the subject to date and I know you 
must have had other comments on it. 

Looking forward to seeing you at the 


convention in October, I am, with kind 
personal regards, 
WILLIAM M. Carney, 
Scott Paper Company. 


Los Angeles 

The Los Angeles Control met July 14 
at the Biltmore Hotel, and devoted sev- 
eral hours after dinner to discussing the 
1936 Federal Revenue Act and also the 
subject of “Capital Stock Value Declara- 
tions.” 

Many of the members brought with them 
their company tax men, both for the value 
which they would derive from the discus- 
sion, and for any contributions which they 
might make to the discussion. 
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Composing Machine 


a—Type instantly interchangeable. 


b—300 different type plates. 


e—Spacing variable horizontally. 


d—Headings may be bold faced. 


e—Italics in many styles. 


f Carbon paper ribbon mechanism. 


g—wWrites on all metal sheets. 


h—Handles all Elliott addressing cards. 


INDISPENSABLE IN ANY 


BUSINESS OFFICE 


RALPH C. COXHEAD CORPORATION 


Manufacturers 


17 Park Place 


New York, N. Y. 


WRITE FOR LITERATURE 


WALLACE ZWIENER 


Mr. Wallace Zwiener, a member of 
THE CONTROLLERS INSTITUTE OF AMER- 
Ica, died July 7 in Grace Hospital, De- 
troit. Mr. Zwiener had been made presi- 
dent of the Hupp Motor Car Corporation 
in a reorganization which took place six 
weeks ago. Previously he had served as 
treasurer of the company for eighteen 
months. 

Mr. Zwiener was one of those who as- 
sisted in organizing the Detroit Control, 
of THE CONTROLLERS INSTITUTE OF 
AmMeERIcA, early in 1936, and had been a 
member of The Institute but a short time. 
In that brief period, however, he had won 
the esteem and admiration of the members 
of The Institute with whom he had come 
in contact. 

Mr. Zwiener had been a prominent figure 
in the automotive industry for eighteen 
years. His death was due to an acute infec- 
tion which followed an operation which he 
underwent a few days before his death. He 
had been ill two weeks. 

Mr. Zwiener was born in Blooming 
Prairie, Minn., 53 years ago. He began his 
career in the automotive industry in 1918, 
taking the position of assistant controller 
of the Chevrolet Motor Car Company. His 
office was in New York City. 

In 1921 he designed to become con- 
troller of Durant Motors, Inc., remaining 
in New York until 1929, when he went to 
Detroit for the first time. 

After serving ten years with the Durant 
concern, he joined the Continental Motors 
Corporation, in 1931. He held the position 
of controller until 1934 when he left to 
become treasurer of the Hupp Motor Car 
Company. 

Burial and funeral services were held 
in Minneapolis. 


NOMINATING COMMITTEE 
APPOINTED 


President Rodney S. Durkee, of THE 
CONTROLLERS INSTITUTE OF AMERICA, has 
appointed the members of The Institute 
named below as a Nominating Committee, 
which is charged with the responsibility 
of preparing a list of nominees for seven 
directorships for terms of three years each, 
and for two auditors for terms of one year 
each. 

EARL L. PANGBORN, Commercial Solvents 

Corporation, Chairman. 

JoHN W. Hooper, American Machine and 

Foundry Company. 

THoMas H. HuGuHeEs, General Printing 

Ink Corporation. 

GeorGE H. RicHarps, Celluloid Corpora- 
tion. 
EUGENE F. WALSH, Universal Pictures 

Corporation. 


Nearly 200 members of The Con- 
trollers Institute of Accountants already 
have signified their definite intentions 
of attending the Fifth Annual Meeting 
in New York City, October 5 and 6. 
Reserve the dates. 























A Pre-View of THE SEPTEMBER NUMBER OF 


‘“The Controller” 


r ‘Neg . ‘ a 
rhe Fifth Anniversary——Convention Issue 

In addition to a half dozen strong, timely, well-written technical articles on sub- 
jects of current interest, there will be a wealth of historical matter describing the found- 
ing of THE CONTROLLERS INSTITUTE OF AMERICA, and a review of the current year’s 
work. 

A section will be devoted toa series of statements by former Presidents of The 
Institute, members of the Board of Directors, committee chairmen and other members, 
as to the future of The Institute. 

‘This will be an issue several times the regular size, a number which it is believed 
will be specially interesting and valuable to all controllers. An outline of the program 


of the Fifth Annual meeting also will be presented. 





REPORT OF YEAR’S WORK 


In August, 1934, and again in August, 1935, THE CONTROLLERS IN- 
STITUTE OF AMERICA published pamphlets describing the work and ac- 
tivities of the organization during the year. These pamphlets were en- 
titled, “One Year’s Work” (1934) and “A Year of Progress” (1935). 
Copies are still available to interested persons. 

The report of the work and accomplishments of The Institute during 
the period from September 1, 1935, to September 1, 1936, will be pub- 


READ THE NOTE THE 


DETAILS MANY 


OF THE ACTIVITIES 


FOUNDING 


OF THE 


INSTITUTE 





lished as a feature of the September number of “THE CONTROLLER,” 
which will be a special Fifth Anniversary—Convention issue. That issue 
will present also considerable historical matter, relating to the founding 
of The Institute, and its progress. The review of the year’s work of The 
Institute will not appear in pamphlet form. 

Arrange to put a copy of the special September number into the hands 
of a friend or business associate who is interested in the problems of 
controllership. 
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‘COMPTOMETER METHODS 
oPEED KRAFT CHEESE 


Fre work 


“SINCE adopting the ‘Comptometer’ Peg-Board 
method, we have eliminated unnecessary copying 
of figures, reduced errors, effected substantial sav- 
ings, and are producing figures earlier than ever 
before,” writes the General Office Manager of 
Kraft-Phenix Cheese Corporation. 


“The ‘Comptometer’ Peg-Board combination is 
used on our sales analysis, farmers’ milk payroll, 
expense distribution, truck delivery accounting, 
and for consolidating various reports. I might add 
that we maintain a centralized ‘Comptometer’ bat- 


tery where most of our figure work is routed.” 


Because of their extreme flexibility, ““Compt- 
ometer” methods can be applied profitably to 
nearly every type and size of business. For full in- 
formation regarding “Comptometer” methods and 
equipment, phone the District Manager of the 
“Comptometer” office in your locality, or write 
direct to Felt & Tarrant Mfg. Co., 1734 N. Paulina 
Street, Chicago, III. 


At right is shown a unique application of the Peg-Board 
—check writing. More than 20,000 checks are written 
monthly at Kraft’s Chicago office and mailed to farmers 
in payment for milk. The check, containing production 
figures which serve as farmer’s receipt, and the payroll 
record are made simultaneously with one writing. All 
figuring, of course, is handled on the ‘**Comptometer.” 
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